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I. INTRODUCTION AND BACKGROUND

New England Telephone and Telegraph Company and New

York Telephone Company (the NYNEX Telephone Companies or NICs)

submit these Comments in response to the Commission's Notice Of

Proposed Rulemaking (NPRM) released March 22, 1993, in the

above-captioned matter. The NPRM proposes certain revisions to

Parts 32 and 65 of the FCC's Rules. These revisions provide

for GAAp1 accounting, and consistent ratemaking treatment,

with respect to asset construction-related funds during the

period before the assets are placed in service. 2

As the NPRM indicates (para. 1), the Commission

conducted a pleading cycle in this area in 1991. In our

fi1ings,3 we proposed that the FCC adopt GAAP in its

1 Generally Accepted Accounting Principles.

2 NPRM paras. 1-2, Appendix.

3 RM-7626, NICs' Comments filed March 21,
Comments filed April 5, 1991.

1991; NICs' Reply ~
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regulatory accounting, and apply the Revenue Requirement Offset

Method with respect to long-term telephone plant under

construction (TPUC). That is, we requested the FCC to provide

for: capitalization of AFUDC at the cost of debt; inclusion of

long-term TPUC (and AFUDC) in rate base; and as an offsetting

measure, inclusion of the capitalized AFUDC as interest income

in the determination of earnings. The FCC's current proposal

meets each of these criteria and ensures full reflection of

GAAP:

In this notice we propose changes to our Rules
that would require the use of the Revenue
Requirement Offset Method for both long-term and
short-term construction and that would provide
for interest capitalization according to the GAAP
requirements, as stated in SFAS [Statement Of
Financial Accounting Standards] 34 and its
amendments. In the Appendix to this notice we
propose the following: (1) elimination of the
long-term/short-term dichotomy for plant under
construction, (2) capitalization of AFUDC at the
cost of debt on all construction, (3) inclusion
of all plant under construction in the rate base,
and (4) application of the amount of AFUDC
capitalized as a revenue requirement reduction
for the period it is capitalized. 4

As discussed herein, the NYNEX Telephone Companies strongly

support the Commission's proposal.

II. DISCUSSION

We agree with the Commission's proposals to amend

Parts 32 and 65 to require the computation of AFUDC in

accordance with GAAP. Specifically, the NTCs support the

capitalization of AFUDC at the cost of debt in accordance with

4 NPRH para. 17.
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SFAS No. 34, Capitalization of Interest Cost, and its

amendments. We agree with the Commission that under GAAP there

is no 10ng-term/short-term distinction in this area, and that

AFUDC should be capitalized at the cost of debt on all

construction.

We also concur with the Commission's proposal to

require the use of the Revenue Requirement Offset Method for

both long-term and short-term TPUC, ~, the inclusion of all

TPUC and associated AFUDC in the rate base, and the inclusion

of AFUDC in earnings for the period. This treatment serves to

offset the revenue requirement determination for the

development of rates for services.

The NTCs believe that the Commission's proposed

modifications to Parts 32 and 65 will allow for the full

adoption of GAAP for AFUDC while providing an appropriate

balance between cost recovery and ratepayer interests. These

proposals are consistent with the Commission's stated policy of

adopting all future changes in GAAP to the extent that

regulatory considerations permit. 5

Finally, in order to avoid any need for retroactive

accounting adjustments and regulatory report (ARMIS) revisions,

the NTCs propose that the FCC make these changes effective

prospectively, and no later than the end of the year it issues

a final order in this matter.

5 ~ NPRM paras. 6, 15; 47 C.F.R. Section 32.16; CC Docket
No. 84-469, Revision Of The Uniform System Of Accounts For
Telephone Companies To Accommodate Generally Accepted
Accountin& Principles, 102 FCC2d 964 (1984).
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Ill. COICLQSIOtl

The NYHBX Telephone CompaniQ8 .upport tbe rcc',

continuing actionl to incorporate GAAP into regulatory

accounting. The Commission should adopt its proposal to apply

the Revenue Requirement Offset Method in the ratemakinq

tr••tmeDt of AFUDC.
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